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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

STATE TENNESSEE 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT 
RATES - NURSING FACILITIES 

I. nursingfacilities ProvidingLevel I1 Care 

Principles - Effective January 1, 1978,A. 	 Reimbursement reimbursement for nursing 
facilities providing level I1 care shall beon a reasonable cost-related basis. Participation 
in the program will be limited to those providersof service whoagree by contract to accept 
as payment in f u l l  the amounts paid in accordance with the cost rates determined by the 
methods described herein Cost rates shall be determined retrospectively on a facility by 
facility basis. Such rates shall consist of the level 11 portion of allowable costs, as limited 
by this plan. Effective October 1, I996 and later the per diem rate shall be considered 
final rates that are payment in full without retrospectivecost settlements. 

1. 	 Expensesrelated to disallowed capital expenditures,such as depreciation,interest 
onborrowed funds, thereturn on equity capital in the case of proprietary 
providers,and repairs are notallowable costs. Disallowed capital expenditures 
are those that havenotbeenapprovedby the Tennessee Health Facilities 
Commission or its successor agency in accordance withState law. 

2. 	 On a new lease negotiated after December 3 1, 1977, and renewal of such lease, 
the lesser of rent on real property and equipmentor the amount of the lessor’s 
depreciation interest, other allowable costs, and return on lessor’s equity capital, 
in accordance with Part 1 of this section, will be considered, on an item by item 
basis, as anallowable cost. renewals of a leasenegotiatedbefore January 1, 
1978, at the same rental amount or at an amount fixed or determinable according 
to conditions provided for in the original l e a s e  will not be considered as a new 
lease according to this provision. This provision does not apply to the rental of 
equipment for periods of lessthan one year. 
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3. Areasonableallowance of compensationforservices of ownersand their relatives is an 
cost, provided the are performed in necessaryallowable services actually a function. 

Compensation as reported in thecostreport will be reviewed andadjustedwherenecessary. 
Medicarecompensationguidelines andprocedures will be usedwhereavailable.Otherwise, 
guidelines usedfor level I NF care will be employed. 

4. Baddebts, charity, andcourtesyallowancesshallnot be included in allowable costs. 

5.  	 Costsapplicable to services,facilities, andsuppliesfurnished to a provider by organizations 
related to theprovider by common ownership or control shall not exceed the lowerof the cost to 
the related organizations or the price of comparable services, facilities, or supplies purchased 
elsewhere. Providers shall be required to identify related organizations and associated costs in 
the cost report. 

6.  	 An incentive payment will beincluded in thereimbursablerateforproviders who sufficiently 
contain costs as provided herein and maintain an average occupancy rate of 80% or greater. 
Certain expenses are fixed and not controllable on a day-to-day basis. These expenses include 
allowablerent,propertytaxesandinsurance,depreciation,andinterest. Total costs are 
determined for each provider and converted to a per patient daybasis. Fixed costs are also 
determined for each provider andconvertedtoa per patientdaybasis.Variablecostsare 
determinedbysubtractingthe fixed costs from the total costs. All providers of level II care 
whose variable costs are less than the maximum reimbursement rate shall be eligible to receive 
a fifty percent (50%) cost containment incentive for every dollar they are below the maximum 
reimbursementrate, limited to threedollars ($3) perpatientday and by the maximum 
reimbursement rate. 

7. 	 OBRA 1987passthrough cost items allowed will be paid over and abovethe per diem in the 
fiscal year July 1, 1990throughJune 30,1991and in the fiscal yearJuly 1, 1991through 
June 30,1992. 

8.  	 Theannualnursinghometax,passedthrough asanallowable cost item for nursing facilities for 
the periods of July 1, 1992 through June 30, 1993; July 1, 1993 through June 30,1994; July 1, 
1994 through June30,1995; July 1, 1995 through June 30, 1996; July 1, 1996 through June30, 
1997;July 1, 1997throughJune30,1998andJuly 1, 1998 throughJune 30, 1999 is being 
extended for the period of July 1,1999 through June 30,2000 and July 1,2000 through June30, 
2001and will beexcluded for purposes of computingthe inflation allowanceandcost 
containment incentive, and will not be subject to the maximum perdiem rate. 
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Costs - Allowable  sha l l  a l lB. 	 Allowable cos ts  inc ludei tems of expense 
whichproviders must incurinorderto :  

1. 

2. 

3. 


4. 

5. 

6 .  

*Added by 

d e f i n i t i o n  of a s k i l l e d  f a c i l i t y  f o r t hMeet t h e  n u r s i n g  s e t  i n  
Sect ion of  Social1861(J)the Securi ty  Act and inSec t ion  249.10 
( b ) ( 4 )  of Part  250,Chapter 11, Ti t le  45 of the  Code of Federal  
Regulationsand T i t l e  42 CFR 440.40 oftheFederalRegulations.* 

the 1902(a)(28)requirements  of Sect ion theSat isfy Social  
Secur i ty  Act. 

Comply withthestandardsprescr ibed by theUni tedSta tesSecre ta ry  
ofDepartmentHealththe of and Human S e r v i c e s ,a ss e tf o r t hi n  
FederalRegulations.  

any requirements  l icensing theComply with other  for  under  State  
DepartmentofHealthandEnvironment,theStateagencyresponsible 
f o r  e s t a b l i s h i n g  and maintaining heal th  s tandards.  

any requirements  l icensing State  lawComply with other  for  under  
which a re  necessa ry  fo r  p rov id ing  sk i l l ed  nu r s ing  se rv ices .  

In  a l lowab le  sha l l  t headd i t ion ,  cos t s  i nc lude  cos t s  of rou t ine  
s e r v i c e s  as def ined  by t h eS t a t e  Department of Health and 
Environment,whichas a minimum, sha l li nc ludethosei t emsl i s t edin  
theFederalRegulations.  

Reg iona l  Of f i ce  pe r  au tho r i za t ion  o f  S ta t e  Of f i c i a l .  

' 6 .  
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C. 	 Cost Reporting Requirement - Nursingfacilitiesprovidinglevel 11 care shall be required to follow 
Medicarecostreportingrequirementsutilizing Medicare cost reporting forms exceptwhere otherwise 
stated in thisplan. These cost reporting formsmust be submitted no later than five months after the close 
of the provider's fiscalyear. In the event that the provider does not file therequired cost report and other 
information by the first working day after the due date, the institutionshall be subject to a penalty often 
dollars ($10.00) aday inaccordance withstate law. 

D. 	 Records Retention - Each provider of level 11 nursing facility services is required to maintain adequate
financialand statistical records which are accurate and in sufficientdetail to substan- the cost data 
repofled.  These records must be retained for a period of not less than five yean from the date of the 
submission of the cost report, and the provideris required to make suchrecords available upon demand to 
representatives of theState Department of Health or theUnited StatesDepartment of Health andHuman 
Services. All cost reports shall be retained by thestate Comptroller ofthe treasury for aperiod of not less 
than five yearsfrom the date of submission of the cost report. 

E. ratesof Paymint 

1. 	 EffectiveAugust16,1980, on July1stofeach succeeding year, or at such other times as it is 
deemed desirable, the Commissionerof the Departmentof Health, shall establish a program-wide 
maximum per diem payment level for Medicaid/tennCarefacilities providing level II care. For 
facilities with per diem rates thismaximum, a retrospectivecost settlement will be made for 
this period.EffectivefortheperiodJuly1,1996 through September30,1996,thelevel 
program-wide maximum is frozen at the rate in effect June 30, 1996. Effective October 1, 1996 
and later, per diem rateswill no longer be interim ratesbut shall be considered final rates that are 
payment in full withoutaretrospective cost settlementEffectiveJuly 1, 1997 through 
October 31, 1997, nursing facility rates are frozen at the rate in effect June 30, 1997. Effective 
November 1, 1997, new reimbursement rateswillbe set for the duration of the State'sfiscal year 
for Medicaid/tennCaremusing facilities providing level 11care.The expected per diem cost for 
each provider shallbe the most recentperdiem calculated adjusted to reflectchanges for inflation, 
as described in Section ll., part A, Item 12 of this Plan. This level shall be the 50th percentile 
(effective July 1, 1990, 65th percentile of facilities or beds which ever is less) rounded to the 
nearest one cent,of the expected per diem cost of the providers who have had at least one cost 
report settlement under the program whentheseproviders are ranked from highest tolowest 
expectedperdiem cost. EffectiveOctober 1, 1996capital-related costs are notsubject to 
indexing. Effective August 16, 1980, the maximum per diem payment level for level II nursing
facility services shall be the50th percentile effective July 1,1990 the 65th percentile of facilities 
or beds, whichever is less) rounded to the nearest one cent of the adjusted, expected per diem 
costs,ortheamountwhichwouldhavebeendeterminedunder Medicare Principlesof 
Reimbursement, whicheveris less. 
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For State Fiscal Year 1996-97, the amount budgeted shall be the projected expenditures for State 
fiscalyear 1995-96 plus 7percent. 

For State Fiscal Year 1997-98, the budgeted amount for level I and level II care is $672,040,000. 
expenditureswill be monitored throughout theyear to determineif rateadjustmentsare necessary to 
assure thateachlevel of care isspendingwithinthebudgeted amount. After analyzing final 
expenditures for the year,any savings from one level of care will be used to offset short falls from 
the other level of m. If any funds remain at the end of the year, those dollars will be used to 
provide additional funding to either level of care to reimburse them the amount that would have 
been paid had the July1,1997 through October3 1, 1997freezenot been implemented. 

Effective July 1, 1998, the Commissioner of the Department of Health shall establish a program­
wide maximum perdiem payment ratefor medicaid/tenncarenursing facilities providing LevelI1 
nursing care. The maximum rate shall be established at such me@)as deemed desirable by the 
commissioner. The maximum perdiem rate shall be set at the 65&percentilecost of participating 
facilities or beds,which everis lower, rounded to the nearest one cent The rate of reimbursement,
however will be adjustedasnecessary to assure that spending does not exceed the amount budgeted
for each state fiscalyear. Savingsfrom one level ofcare will be used to offsetany shortfalls from 
the other level ofcare. 


2. 	 The maximum per diem payment made to each facility isper diem cost, charges or the maximum 
program-wide per diemrate,whichever is less. 

3. 	 If the resident has no resourcesto apply toward payment, the payment made bythe state will be per
diem cost, charges or the maximum program-wide per diem paymentrate,whichever is less. 

4. 	 If theresident has resources toapply toward payment,thepayment made by the state will be per
diem costs less the available patient resources, charges less the available patient resources, or the 
maximum program-wide per diem payment rate less the available patient resources, whichever is 
less. 

5 .  Supplementarypaymentsfromrelatives orothers arenotallowed. 

6.The Tennessee MedicaidProgram will pay toaprovideroflevel II nursing facility services who 
furnishes services in accordance with the requirements ofthis State Plan, the amount determined for 
servicesfurnished by the providerunderthe Plan. 

7.EffectiveOctober 1, 1990,payment rates toprovidersoflevel 11nursing facility services will take 
into account the costs to be incurred in meeting the requirements of Section 1919 (b), other than 
paragraph (3x0, (a  and (dl. 
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participating facilities. At least 5% of these shall be selected on a random sample basis 
and the remainder shall be selected on the basis of the desk review or other exception 
criteria. 

The audit program shall meet generally accepted auditing standards. This programshall 
provide procedures tocertify the accuracyof the financial and statistical data onthe cost 
reportandtoinsurethatonlythose expense itemsthat this Plan has specified as 
allowable costs have been includedby the provider. 

The audit report shall meet generally accepted auditing standardsand shall declare the 
auditor’s opinion as to whether, in all material respects, the cost report submitted by the 
provider is fairly stated.Theseauditreportsshall be retained by theDepartment of 
Health for no less than five years. Overpayments to nursing facilities will be accounted 
for on form HCFA-64 no later than 60 days following the date of discovery. 

G. 	 Public Review and Comment - Interestedmembers of thepublic will be grantedan 
opportunity of at least thirty (30) days to review and comment on the proposed methods 
and standards of payment before they becomeeffective. 

II. nursing Facilities providing Level I Care 

A. ReimbursementPrinciples - Effective August 16, 1980, reimbursement for Nursing 
Facility services (Level I care) shall be on a reasonable cost-related basis. Participation 
in the program shall be limited to those providers of service who agree by contract to 
accept as payment in full the amounts paid in accordance with the cost rates determined 
by the methodsdescribedherein. Cost ratesshallbedeterminedprospectivelyona 
facility by facility basis.Suchratesshallconsist of prior yearallowablecost,acost 
increasefactor,areturn onequity,anincentivefactor for cost containment,andany 
allowable costas referred to in Section I1.B. of this attachment as may be required by the 
Commissioner of the Department of Health. The first cost report shall be the providers’ 
first fiscal period ending afler July 1, 1976 and shall run no longer than twelve months. 
OBRA 1987 pass through cost items allowedwill be paid over and above theper diem in 
the fiscal year July 1, 1990 through June 30, 1991 and in the fiscal year July 1, 1991 
through June 30, 1992. The annual nursing home tax, passed through as an allowable 
cost item for nursing facilities for the periods of July 1, 1992 throughJune 30, 1993; 
July 1, 1993 through June 30,1994; July 1, 1994 through June 30, 1995; July 1, 1995 
through June 30, 1996; July 1, 1996 through June 30, 1997; July 1, 1997 through June 
30,1998 and July 1,1998 through June30, 1999 is being extendedfor the period July 1, 
1999 throughJune 30, 2000 and July 1, 2000 throughJune 30, 2001 and will be 
excludedforpurposesofcomputingthe inflation allowanceandcostcontainment 
incentive, and will notbesubject to themaximumper diem rate. With certain 
exceptions, Medicare standards and principles of reimbursement shall beused.These 
exceptions are noted below: 
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1. 	 An optionalal lowancefordepreciat ionbased on a percentage of 
ope ra t ingcos t s  i s  notallowed. 

of  cannotused assets2. 	 A c c e l e r a t e d  methodsdepreciat ion be for  
acqui redaf te rJune  30, 1973, withoutwrit tenapprovalfromthe 
Comptroller ' 8  Office.  Such approval w i l l  be gran tedonlyi fthe  
providercandemonst ra tetothesa t i s fac t ion  of theComptrol ler ' s  
Off icethatcashflowfromdepreciat ion on t h e  t o t a l  assets of t he  
i n s t i t u t i o nu s e dt op r o v i d ep a t i e n t  care  s e r v i c e sd u r i n gt h e  
r epor t ingpe r iod ,inc ludes t r a igh t - l i nedeprec ia t ion  on t h ea s s e t s  

L i nq u e s t i o n ,  is insuf f ic ien ttosupplythefundsrequi redto  meet 
thereasonab lep r inc ip l eamor t i za t ionschedu les  on t h ec a p i t a l  
d e b t sr e l a t e dt ot h ep r o v i d e r ' st o t a ld e p r e c i a b l e  assets usedto 
providepat ien t  care serv ices .  

3. E x p e n s e s  t o  c a p i t a l  s u c h  asr e l a t e dd i s a l l o w e d  e x p e n d i t u r e s ,  
d e p r e c i a t i o n ,i n t e r e s t  onborrowed funds ,there turn  on e q u i t y  
c a p i t a l  i n  the case ofpropr ie ta ryproviders ,andrepa i rs  are not 

c o s t s .  c a p i t a l  a r ea l l o w a b l e  D i s a l l o w e d  e x p e n d i t u r e st h o s e  

thathavenotbeenapproved by theTennesseeHealth Fac i l i t i e s  

Commission or its successoragencyinaccordancewithState  law. 


4. Bad d e b t s ,c h a r i t y ,  and al lowances notcourtesy are  a l lowable 
expenses. 

5. The MedicareRoutineNursingSalaryDifferentialdoesnotapply.  

6 .  	 The reimbursementofexcessivecostsarisingfrom lowoccupancy is 
notcons is ten twi ththein ten t  of theIntermediateCare Program. 
A c c o r d i n g l y ,t h ec a l c u l a t e dr a t e ,b e f o r ea p p l i c a t i o n  ofany 
c e i l i n g s ,  sha l l  be reca lcu la tedaccord ingtothefo l lowingsca le :  
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% Occupancy 
of ICF Unit 

802 andabove 
752 t o  802 
702 t o  752 
652 t o  702 
60% t o  652 
552 t o  602 

. 5 0 2  t o  5 5 2  
Below 502 

PercentofCalculated 
Rate 

1002 
952  
902 
852 
002 

75x  
702 
602 


a 


7 .  

8. 

9.a.  

D4028264 


Inaddi t ion ,noincent iveprovis ion  w i l l  applytoproviderswi th  

occupanciesbelow 802. 


A s s e t sn o tr e l a t i n gt op a t i e n tc a r e ,u n c o l l e c t i b l ea c c o u n t sa n d  

notesrece ivable ,  andadvances or loansto  owners a r e  t o  be excluded 

from e q u i t y  c a p i t a l .  


The p a y m e n t  f o r  s e r v i c e s  n o t  t h e 
r a t e  p r o g r a m  s h a l l  e x c e e d  
c u s t o m a r y  t o  g e n e r a l  f o rf a c i l i t y ' s  c h a r g e st h e  p u b l i c  s u c h  

se rv ices .  -_ 
On a new leaseef fec t iveJune  30,- 1976, andrenewalofsuchlease, 
the  lesser o fren t  on rea lproper ty  andequipment o rt h e  amount of 
t h el e s s o r ' sd e p r e c i a t i o n , "i n t e r e s t ,o t h e ra l l o w a b l ec o s t s ,a n d  
r e t u r n  on l e s so r ' s  equ i ty  cap i t a l ,  i n  acco rdance  wi th  p r inc ip l e  3 of 
t h i ss e c t i o n ,  will be considered onan i tem by i tembas is ,as  an 
a l lowablecos t .  Renewalsofa leasenegot ia tedbeforeJu ly  1, 1976, 
a t  the same r e n t a l  amount o r  a t  an amount f ixed  or determinable 
accord ingtocondi t ionsprovidedforintheor ig ina llease  w i l l  not 

accordingthis  Thisbe considered as a new lease to  provis ion.  

provis iondoesnotapplytotherentalofequipmentforper iods of 

l e s s  t h a n  oneyear. 
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9.b. In regard to revaluation and recovery of depreciation on sold 
or transferred at a gain, the Tennessee Medicaid program will allow 
the lesser of (a) the asset's purchase price at the time of sale, 
(b) the fair market value at the time of sale, or (c) for bona fide 
sales occurring on or  after September 1, 1988, the seller's initial 
cost trended forward based on the lower of 50% of the CPI or 50% of 
the Dodge Construction Multiplier (measured from the seller's date 
of acquisition) and then reduced by the seller's accumulated 
depreciation to the time ofsale. The Dodge Multiplier shallbe the 
Dodge Historical Index published by Dodge Cost Systems of the 
McGraw-Hill Information Systems Company. The actual multiplier to 
be used shall be the average of the published multipliers for the 
citiesofNashville,Chattanooga,Knoxville,andMemphis.After 
1976 when multipliers are published for March and September, the 
March multiplier shall be used. Furthermore, for sales on and after 
September 1, 1988, thecombinationofowner'sequity(for 
proprietary providers) and the principal amount to be allowed for 
interest expense cannot exceed the revalued basis andlor actual 
interest expense as defined in this subsection (return on equityis 
always applied first); and the useful life of the assets acquired 
cannot be less than the remaining useful life of the seller prior to 
the sale. Theproviderofrecord(buyer) is responsiblefor 
providing the necessary initial information to the Comptroller of 
theTreasuryinordertomakethenecessaryrevaluation.If 
appropriate information is not provided, the Comptroller of the 
Treasury will use the best information available to compute the 
revaluation. In subsequent years' costreports,theprovider is 
responsible for maintaining and submitting records of assets (and 
associated debt) that are subject to the revaluation limitations. 
Assets and debt acquired subsequent to and not related to the change 
of ownership are not subject to revaluation limitations and must be 
separately disclosed and reported. Conmingling of information may 
result in depreciation and interest reductionson assets not subject 

to revaluation limits. In no case can interest expense (on assets 

subject to revaluation limits) exceed actual interest expense 

incurred by the newOwner. 


For all subsequent sales, the original basis for computing the 

revalued basis to the new Owner shall be the revalued basis of the 

seller unless the sales price
is lower than such revaluedbasis. 


10. 	 For reimbursement purposes, a reasonable allowance of compensation
for services of an Owner or persons related to an owner is an 
allowable cost, provided the services are performed in a necessary 
function. Therequirementthatthefunctionbenecessarymeans 
that had the Owner not rendered the services, the institution would 
have had to employ another 


